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Abstract. This study examines changes in operating performance among real estate
investment trusts following an initial public offering (IPO). The purpose is to determine
whether there is an enhancement in the value of the underlying asset that is related to
the IPO. We separately analyze equity, mortgage and diversiﬁed REITs. We also compare
the operating performance of recent IPOs to those of earlier years to address the impact
of the 1993 Revenue Reconciliation Act on institutional investors’demand for REIT stock.
Unlike previous analyses of industrial ﬁrms, REITs were found to have signiﬁcant
increases in Return on Assets and selected measures of ﬁnancial performance. The post-
IPO cumulative stock price decline and recovery is illustrated.
Introduction
This study compares the operating performance of real estate investment trusts
(REITs) during the years immediately before and after an initial public offering (IPO)1
and the corresponding commencement of trading on the New York Stock Exchange,
the American Stock Exchange or NASDAQ. The purpose of this study is to determine
whether there is improvement in selected measures of performance when privately
held real estate assets make the transition to publicly traded status. The analysis is
broadened by dividing the sample according to whether the REIT is primarily engaged
in equity, mortgage or diversiﬁed lines of business. Further segmentation is obtained
by comparing performance before and after the enactment of the 1993 Revenue
Reconciliation Act (RRA), which enhanced institutional investors’attraction to REITs.
Previous analyses of post-IPO ﬁnancial performance are conducted by Ritter (1991)
and Loughran and Ritter (1995). Jain and Kini (1994) ﬁnd a signiﬁcant decline in
operating performance among ﬁrms that enact IPOs. Some other analyses of post-IPO
performance such as that of Degeorge and Zeckhauser (1993), examine those ﬁrms
that enacted leveraged buyouts.
While this study focuses on post-IPO operating performance, it does not address issues
pertaining to initial share prices or the stock market reaction to the IPO announcement.
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There have been other analyses of the pricing of REITs and concurrent stock returns
performance. The cumulative return following the IPO is reported. Kuhle (1987) and
Kuhle, Walther and Wurtzebach (1986) show that in the context of efﬁcient markets,
REITs are appropriately priced and often provide returns that are better than those of
other equities. A notable exception is the REIT small ﬁrm effect identiﬁed by Colwell
and Park (1990) and McIntosh, Liang and Tompkins (1991).
This examination of IPOs is motivated by the recent increased demand for REIT stock
among institutional and individual investors. There are three reasons for examination
of the association between REIT industry IPOs and the related changes in ﬁnancial
performance. These reasons are, for the most part, related to the increased popularity
of investment in REITs.
The ﬁrst factor, which makes either direct or indirect ownership of real estate a
desirable part of an investment portfolio, is the risk reduction through diversiﬁcation,
which it provides. Generally, the value of commercial real estate is somewhat
independent of stock market performance and inclusion of real assets provides a type
of diversiﬁcation that is not otherwise available.
The second attractive feature of investment in REITs is related to their tax treatment.
Exemption of these ﬁrms’ earnings from corporate income tax has two important
secondary effects: (1) a relatively high yield; and (2) greater net income. Such
characteristics are accompanied by less internal growth because the higher payout
results in lower reinvested earnings.
Finally, both domestic and international institutional investors have become more
interested in REITs as the industry has matured and as asset holdings have
substantially grown. The 1993 RRA was also instrumental in making REITs more
attractive to institutional investors. For this study to be properly motivated, we
establish how these unique features of REITs affect their investment attractiveness
and demonstrate the improved availability of ﬁnancial performance information
surrounding the IPO. Each of these issues is discussed in detail.
Risk Reduction through REIT Diversiﬁcation
Risk reduction is often cited as a reason to include real estate holdings in an
investment portfolio. One way that this can be accomplished is through the purchase
of REIT stock. The securities market measures of systematic risk and the effect of
REIT diversiﬁcation are examined by Gyourko and Nelling (1996). They show that
the degree of risk reduction corresponds with the locations and types of property
holdings. Miles and McCue (1982) ﬁnd that REITs have higher risk-adjusted returns
when their holdings are diversiﬁed by property type. Sagalyn (1990) attributes the
higher returns and lower volatility and lower systematic risk of survivor equity REITs
to their composition of portfolios of real estate assets. The diversiﬁcation opportunities
afforded by REIT funds are examined by Fondiller (1995). The returns of these funds
have been considerably below that of the market return in recent years, but with
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institutions better unsystematic risk reduction than the purchase of individual REIT
shares. The diversiﬁcation effects are attributed to the fact that these funds typically
have real estate investments spread over wide geographic areas and across various
property categories. The beneﬁts when REIT stocks are included in an investment
portfolio are higher yields, better liquidity, an inﬂation hedge and diversiﬁcation
(Scherrer and Mathison, 1995). Understanding the issues concerning risk and
diversiﬁcation characteristics of the equity REIT market is useful in explaining the
increased interest in these ﬁrms. In general, REITs are characterized by rates of return
that are competitive with high grade bonds, but have lower volatility and the potential
for long-term growth.2
Tax-Related Opportunities for Real Estate Investment
Along with the opportunity for attractive returns, one suggested reason for the
increased popularity of REITs in recent years is their exemption from corporate
income tax. In arguments reminiscent of the classical discussions of Capital Structure
Theory, Howe and Schilling (1988) suggest that the tax-exempt status of some REITs
means that leverage has an inverse effect on their values.
In order for REITs to qualify for exemption from federal income tax requirements,
they must agree to abide by certain conditions. Notably, 95% of corporate earnings
must be paid to shareholders in the form of dividends. This high payout is an attractive
feature for investors who seek to take advantage of the income potential of commercial
real estate. A result of the large dividend payout is that these ﬁrms are characterized
by both high yields and low appreciation, which, as pointed out by Fondiller, can be
attributed to the associated low earnings retention. Wang, Erickson and Gau (1993)
ﬁnd evidence that the tax exemption policy alone does not completely explain REIT
dividend policies. They allege that agency issues are a contributing factor in the
determination of these distributions. Other issues pertaining to the tax obligations of
REITs have been addressed by Hamill (1993) and Jaffe (1991).
Increased Institutional Investor Interest in REITs
In recent years, there has been an apparent increase in the assets of many REITs.
Vinocur (1995) describes the recent rise in the number of mutual funds with a real
estate concentration. McCarthy (1996) suggests that the likelihood of future REIT
merger activity and their anticipated growth should promote institutional investor
attraction to these ﬁrms. Recent international promotions by the National Association
of Real Estate Investment Trusts (NAREIT) are likely to enhance worldwide interest
in American REITs. The combination of increased asset size and improved
international interest in REITs will likely result in greater demand among both foreign
and domestic institutional and individual investors.
Data Sources and Sample Description
The study group consists of the more well known and publicly traded REITs listed
in the New York Stock and American Stock Exchanges and a few from the Over the378 JOURNAL OF REAL ESTATE RESEARCH
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Counter market. In order to broaden the issues examined, the IPO REITs are divided
in two important ways. The ﬁrst segmentation is according to the line of business in
which the REIT is involved. This division is based on the classiﬁcations found in
Glascock and Hughes (1995) and by examination of the relevant Moody’s ﬁnancial
summaries. The classiﬁcations are equity, mortgage and combined.
The effects of the1993 RRA are also considered. The act rescinded the ‘‘ﬁve or fewer’’
rule and thereby increased the attractiveness of REITs among institutional investors.
This regulatory change means that a small number of institutional investors are
allowed to hold more than 50% of the value of REITs. We repeat our examination of
changes in performance for those REITs enacting IPOs prior to 1994 and compare to
those which enact IPOs in later years. This is accomplished by a t-test of the means
of the differences of the return on assets measures in corresponding years following
the IPO. One obvious limitation of this analysis is that there are only a few years of
data available following the IPO.
The sources of ﬁnancial data used in this study are the COMPUSTAT Database, the
daily returns ﬁle from the Center for Research in Security Prices (CRSP) and the
Compact Disclosure SEC Database. The Market Return, calculated over the interval
following the IPO, is the cumulative product of the CRSP daily percentage stock
return from the time of the initial offering until six months later, when sufﬁcient time
has passed for prices to stabilize.
Of primary interest in this study are changes in Return on Assets.3 There are several
deﬁnitions of this measure employed. For each of these, the value for the year
preceding the IPO will be compared with the measure from the year of the IPO and
the two following years.
The ﬁrst measure of operating performance is Operating Return on Assets, which is
calculated by dividing Income Before Extraordinary Items (18),4 by Total Assets (6).
Operating Return on Assets is a measure of the efﬁciency of the utilization of
corporate assets to generate operating revenue. The second operating performance
measure is Net Return on Total Assets, which is calculated by dividing Net Income
(Loss) (Restated) (177), by Total Assets (6). Net Return on Total Assets is an accepted
measure of the efﬁciency of the utilization of corporate assets to generate net income
for common stockholders. A common gross performance measure is Total Assets
Turnover Ratio, which is calculated by dividing (Net) Sales (12), by Total Assets (6).
Total Assets Turnover Ratio is an expression of the efﬁciency of utilization of
corporate resources for generation of gross sales revenue. The deﬂation of ﬁnancial
statement items by Total Assets has been established by Lewellen and Huntsman
(1970) as a suitable technique for controlling some of the statistical aberrations
commonly present in corporate performance measures.
The ﬁnal measure of operating performance is Return on Sales, deﬁned as Net Income
(Loss) (177), divided by (Net) Sales (12). The justiﬁcation for utilization of Return
on Sales as a measure of operating performance is that it provides a good
understanding of the income expressed as a fraction of sales revenue.THE FINANCIAL PERFORMANCE OF REITS FOLLOWING INITIAL PUBLIC OFFERINGS 379
Exhibit 1
REIT Public Offerings by Year
COMPUSTAT COMPUSTAT CRSP







1985 5 3 5
1986 17 1 3
1987 5 2 4
1988 9 12
1989 5 4
1990 4 1 4
1991 19 15 6
1992 5 1 4
1993 41 12 36
1994 39 31 25
1995 7 3 6
Total 168 76 110
Changes in four other selected ﬁnancial attributes are also examined. These include:
Income Before Extraordinary Items (123) and Stockholder’s Equity (Total) (216). Two
items from the Flow of Funds Statement are examined. These are Increase in
Investments (113) and Long Term Debt Reduction (114). Each of these measures could
provide additional insight about the changes in ﬁnancial performance in the years
immediately following the IPO.
The study group consists of those REITs that enacted IPOs between 1976 and 1995.
Details of the study group are presented in Exhibit 1. There are 168 IPO REITs for
which data are available in the COMPUSTAT ﬁle. Of these, there are 76 REITs that
have ﬁnancial statement data available for the year preceding the IPO. For the analysis
of subsequent stock return performance, no prior ﬁnancial performance data is
necessary. CRSP daily returns data are available for the market analysis of 110 REIT
IPOs.
The Empirical Model
The purpose of this paper is to examine the effects of an IPO on the operating
performance of ﬁrms in the REIT industry. The measures of interest in our analysis380 JOURNAL OF REAL ESTATE RESEARCH
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are Return on Assets, stock returns following the IPO, and selected individual items
from the Income Statement, Balance Sheet and Flow of Funds Statement.
The changes in average Return on Assets and other selected measures are determined
by comparing these items in the ﬁscal years surrounding the IPO.5 In order to capture
the impact of the REIT IPOs, the Return on Assets measures for the year prior to the
IPO (Year 52 1) are compared to the Return on Assets measures at the time of the
IPO (Year 5 0), and for the two following years (Year 5 1) and (Year 5 2). In each
case, the item of interest in year 21 is matched with its corresponding value in the
years 0,1 or 2 and the difference is found. A t-test of these differences is used to
determine if there is a signiﬁcant shift in the Return on Assets measures or the selected
measure of ﬁnancial performance. The statistical hypothesis addresses whether these
changes are signiﬁcantly different from zero. In the analysis of the changes in ﬁnancial
performance before and after the 1993 RRA, we compare the means of the differences
in these measures in the previous group with those after 1993.
An additional area of interest is the stock return following the IPO. Analysis of the
market return does not require previous ﬁnancial performance data. Thus, the study
group for analyses of stock price returns includes 110 REITs that initiate trading on
the NYSE or AMEX between 1976 and 1995.6 These ﬁrms are again divided
according to their primary business orientation (mortgage, equity and combined).
For each interval [(21,0), (21,1), (21,2)] comparisons of Return on Assets and the
selected individual ﬁnancial performance items is made only for those ﬁrms for which
data are available in both the years prior to and following the IPO. It is noteworthy
that, invariably, the number of pairs of each item compared is different for each year.
This is attributed to the survivability of individual REITs.
Results
Analyses of Return on Assets and Related Measures
Results of the analyses of the Return on Assets measures are presented in Exhibit 2.
In Panel A, Operating Return on Assets increases in years (0) and (1) for the entire
study group and then declines (in year 2). The increases are signiﬁcant at the 0.01
level. Analysis of the equity, mortgage and combined groups tends to support these
ﬁndings. There is a substantial difference in the (21,0) change of the pre-RRA IPOs
(0.007) and the post-RRA group (0.022), and is signiﬁcant at the 0.10 level. The
second measure of operating performance, Net Return on Total Assets, is also found
to increase and is signiﬁcant (0.05 level or better) in the IPO year and in the year
following among all REITs and the equity group. The difference between years 21
and 2 is negative but not signiﬁcant. The other groups are too small for meaningful
analysis. In comparison of years (21,0) the Net Return on Total Assets changes before
and after RRA, are positive among the earlier IPOs, but these are not signiﬁcantly
different from the means of the changes in the later group. The ﬁnal gross performance
measure is the Total Assets Turnover Ratio, (see Panel C) which declines in the year
of the IPO (0) for all REITs and is signiﬁcant at the 0.05 level. There is a signiﬁcantTHE FINANCIAL PERFORMANCE OF REITS FOLLOWING INITIAL PUBLIC OFFERINGS 381
Exhibit 2
Changes Between Years Relative to IPO
Type Years N Mean Std. Dev. t-Stat Prob . uTu
Panel A: Changes in Operating Return on Assets
All REITs 21,0 77 0.01 0.04 3.3 0.00
21,1 118 0.01 0.05 3.1 0.00
21,2 80 20.03 0.31 20.8 0.43
Before 1994 21,0 42 0.01 0.03 1.8 0.08
1994–1995 21,0 35 0.02 0.05 2.8 0.01
Difference in Means 1.8 0.08
Equity REITs 21,0 39 0.01 0.03 1.4 0.18
21,1 89 0.01 0.03 4.4 0.00
21,2 46 20.01 0.10 20.7 0.52
Mortgage REITs 21,0 2 0.01 0.01 1.4 0.39
21,1 16 0.02 0.03 2.0 0.06
21,2 22 20.08 0.57 20.6 0.54
Combined REITs 21,0 6 0.02 0.03 1.1 0.33
21,1 13 0.00 0.11 20.1 0.92
21,2 12 20.01 0.14 20.2 0.81
Panel B: Changes in Net Return on Total Assets
All REITs 21,0 58 0.01 0.03 2.3 0.03
21,1 68 0.01 0.03 3.5 0.00
21,2 42 20.06 0.42 21.0 0.34
Before 1994 21,0 25 0.01 0.01 2.7 0.01
1994–1995 21,0 33 0.01 0.04 1.6 0.12
Difference in Means 21,0 0.5 0.61
Equity REITs 21,0 27 0.01 0.01 3.1 0.00
21,1 54 0.02 0.02 8.0 0.00
21,2 22 20.02 0.07 21.4 0.18
Mortgage REITs 21,0 1 0.00
21,1 9 0.01 0.03 1.1 0.30
21,2 14 20.13 0.72 20.7 0.52
Combined REITs 21,0 1 20.05
21,1 5 20.03 0.10 20.7 0.51
21,2 6 20.06 0.18 20.8 0.48
Panel C: Changes in Total Assets Turnover Ratio
All REITs 21,0 77 20.03 0.13 22.3 0.02
21,1 118 0.02 0.06 3.6 0.00
21,2 81 0.03 0.21 1.3 0.20
Before 1994 21,0 42 0.00 0.06 0.4 0.70
1994–1995 21,0 35 20.08 0.17 22.8 0.01
Difference in Means 23.0 0.00
Equity REITs 21,0 39 0.01 0.06 0.6 0.52
21,1 89 0.01 0.04 3.4 0.00
21,2 46 0.02 0.05 2.4 0.02382 JOURNAL OF REAL ESTATE RESEARCH
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Exhibit 2 (continued)
Changes Between Years Relative to IPO
Type Years N Mean Std. Dev. t-Stat Prob . uTu
Panel C: Changes in Total Assets Turnover Ratio (continued)
Mortgage REITs 21,0 2 20.09 0.02 25.8 0.11
21,1 16 0.04 0.10 1.5 0.15
21,2 23 0.06 0.39 0.8 0.44
Combined REITs 21,0 6 0.02 0.06 0.7 0.53
21,1 13 0.03 0.10 1.2 0.25
21,2 12 0.02 0.04 1.7 0.11
Panel D: Changes in Operating Return on Sales
All REITs 21,0 35 0.00 0.12 0.2 0.81
21,1 47 0.01 0.20 0.4 0.72
21,2 27 20.02 0.34 20.3 0.74
Before 1994 21,0 18 0.01 0.09 0.5 0.60
1994–1995 21,0 17 0.00 0.14 20.1 0.94
Difference in Means 20.4 0.73
Equity REITs 21,0 20 0.01 0.09 0.5 0.64
21,1 38 0.04 0.20 1.2 0.25
21,2 17 20.07 0.21 21.3 0.20
Mortgage REITs 21,1 8 20.10 0.17 21.6 0.16
21,2 8 20.03 0.14 20.6 0.55
Combined REITs 21,0 1 20.09
21,1 1 20.19
21,2 2 0.41 1.33 0.4 0.74
increase in year 1, and another increase in year 2, which is not signiﬁcant. Comparison
of the pre- and post- RRA intervals provides some interesting ﬁndings. Though
positive, the change among all ﬁrms is insigniﬁcant between years for the earlier
period, (21,0). There is a signiﬁcant decline, however, for the 1994–95 IPO. Overall,
the difference between these changes is signiﬁcant at the 0.01 level. It also appears
that the overall decline in the Total Assets Turnover Ratio can be attributed to those
ﬁrms that had IPOs after the 1993 RRA. Separate analyses of the functional groups
does not reveal any additional insight.
Analysis of Return on Sales
Results of the analyses of the Operating Return on Sales measure which are presented
in Exhibit 2, Panel D provide no signiﬁcant ﬁndings. The change is positive in the
years of the IPO and the year following, but negative in year 2. The differences
between the pre-1994 change in Return on Sales and that measure for later years are
insigniﬁcant.THE FINANCIAL PERFORMANCE OF REITS FOLLOWING INITIAL PUBLIC OFFERINGS 383
Exhibit 3
Between Years Relative to IPO
Type Years N Mean Std. Dev. t-Stat Prob . uTu
Panel A: Income Before Extraordinary Items
All REITs 21,0 91 215.17 38.76 23.7 0.00
21,1 116 5.32 11.07 5.2 0.00
21,2 80 20.13 14.15 20.1 0.94
Before 1994 21,0 60 227.26 42.09 25.0 0.00
1994–1995 21,0 31 8.23 12.83 3.6 0.00
Difference in Means 6.0 0.00
Equity REITs 21,0 50 220.11 40.05 23.6 0.00
21,1 87 6.68 11.36 5.5 0.00
21,2 46 1.46 12.21 0.8 0.42
Mortgage REITs 21,0 6 256.33 42.32 23.3 0.02
21,1 16 2.48 5.29 21.9 0.08
21,2 23 21.72 18.77 20.4 0.66
Combined REITs 21,0 9 226.25 47.00 21.7 0.13
21,1 13 20.22 12.54 20.1 0.95
21,2 12 23.42 10.32 21.1 0.30
Panel B: Shareholder’s Equity
All REITs 21,0 102 79.58 123.60 6.5 0.00
21,1 178 213.13 132.16 21.3 0.19
21,2 127 251.85 117.68 25.0 0.00
Before 1994 21,0 67 50.64 119.26 3.5 0.00
1994–1995 21,0 35 134.97 113.86 7.0 0.00
Difference in Means 3.5 0.00
Equity REITs 21,0 54 63.41 140.70 3.3 0.00
21,1 105 20.18 136.34 1.5 0.13
21,2 87 271.59 129.09 25.2 0.00
Mortgage REITs 21,0 9 35.79 54.50 2.0 0.08
21,1 26 16.88 64.30 1.3 0.19
21,2 26 21.39 77.41 20.1 0.93
Combined REITs 21,0 9 43.04 129.77 1.0 0.35
21,1 14 23.12 42.95 20.3 0.79
21,2 14 222.68 62.17 21.4 0.19
Panel C: Long Term Debt Reduction
All REITs 21,0 45 133.69 170.46 5.3 0.00
21,1 48 227.31 146.38 21.3 0.20
21,2 30 45.13 108.39 2.3 0.03
Before 1994 21,0 22 93.82 169.78 2.6 0.02
1994–1995 21,0 23 171.83 165.80 5.0 0.00
Difference in Means 21,0 1.6 0.13
Equity REITs 21,0 17 142.82 190.96 3.1 0.01
21,1 38 222.03 126.54 21.1 0.29
21,2 15 44.20 105.22 1.6 0.13384 JOURNAL OF REAL ESTATE RESEARCH
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Exhibit 3 (continued)
Between Years Relative to IPO
Type Years N Mean Std. Dev. t-Stat Prob . uTu
Panel C: Long Term Debt Reduction (continued)
Mortgage REITs 21,0 2 21.00 2.83 20.5 0.70
21,1 5 38.60 50.21 1.7 0.16
21,2 11 65.64 129.50 1.7 0.12
Combined REITs 21,0 5 135.20 302.48 1.0 0.37
21,1 5 2133.40 285.25 21.1 0.35
21,2 4 27.75 26.74 20.6 0.60
Panel D: Increase in Investments
All REITs 21,0 71 67.00 105.15 5.4 ,0.01
21,1 104 212.39 134.84 20.9 0.35
21,2 66 274.87 589.02 21.0 0.31
Before 1994 21,0 40 19.42 49.25 2.5 0.02
1994–1995 21,0 31 128.39 125.44 5.7 ,0.01
Difference in Means 5.0 0
Equity REITs 21,0 34 36.16 79.28 2.7 0.01
21,1 83 5.56 76.36 0.7 0.51
21,2 38 10.65 41.27 1.6 0.12
Mortgage REITs 21,0 2 25.12 9.72 20.8 0.59
21,1 9 2194.17 361.94 21.6 0.15
21,2 16 2326.22 1186.97 21.1 0.29
Combined REITs 21,0 9 56.11 166.35 1.0 0.34
21,1 12 20.18 43.22 ,20.1 0.99
21,2 12 210.55 38.69 0.9 0.37
Analyses of Selected Financial Performance Measures
Results of the independent analyses of the selected ﬁnancial performance measures
are presented in Exhibit 3. The ﬁrst of these, Income Before Extraordinary Items,i s
found to have a reduction in the year of the IPO and an increase in the year following.
Changes in the second year following the IPO are mixed and inconclusive.
Interestingly, comparison of the pre-RRA mean, Income Before Extraordinary Items,
with those values from IPO ﬁrms of 1994 and 1995 shows a dramatic change (from
a large negative to a large positive) which is signiﬁcant at the 0.01 level. The second
independent ﬁnancial performance measure, Shareholder’s Equity, naturally has a
large and signiﬁcant increase in the year of the IPO. The increase in Shareholder’s
Equity is substantially larger among those REITs that had IPOs in 1994 and 1995.
Interestingly, the large increase in Shareholder’s Equity, is followed by two years of
decline among all REITs. This measure also declines among each of the subcategories,
however, levels of signiﬁcance varies from segment to segment.
Next is a report of ﬁndings from the analysis of the two items from the Flow of Funds
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Exhibit 4
Cumulative Average Returns
signiﬁcant (at the 0.01 level) among all REITs. Results of the analysis of the individual
segments are inconclusive due to the fewer number of observations available. The t-
test comparison of the Increase in Investments from before and after the RRA indicates
that there is a substantial rise in this measure associated with IPOs enacted after 1994.
The ﬁnal ﬁnancial statement measure is Long Term Debt Reduction, which
signiﬁcantly increases in the year of the IPO, which is negative in year 1 and increases
again in year 2. The increases are signiﬁcant. The ﬁndings of the equity group and
the pre-RRA segments tend to support the conclusion from the analysis of all REITs.
Comparison of the change in Long Term Debt Reduction over time and for the other
segments does not provide conclusive evidence of a mission or time-related effect.
Analyses of the Post-IPO Market Return
The average return and the cumulative average return for six months following the
IPO are illustrated in Exhibit 4. Examination of the returns and graph indicates that
there is a substantial decline in both the average returns and the cumulative average
returns during the 20–25 trading days following the IPO. Within 180 days of the
offering, the returns of the REITS that enacted an IPO have recovered from the initial
slump and are signiﬁcantly positive.
Conclusion
The results highlight the association between an IPO and Return on Assets, Total
Assets Turnover, Return on Sales and several selected measures of ﬁnancial
performance within the REIT industry. Previous studies suggest that there is a decline386 JOURNAL OF REAL ESTATE RESEARCH
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in the measures of Return on Assets among industrial ﬁrms. Among REITs that
enacted an IPO between 1976 and 1995, there is a general increase in Return on
Assets and Return on Sales. There is, however, a decline in Total Assets Turnover in
the years following the IPO. The decline is signiﬁcant only in the comparison of the
year before and the year of the IPO. In addition, there is analysis of selected individual
data items that are relevant to the REIT industry. There is a signiﬁcant increase in
four items: Income Before Extraordinary Items, Stockholder’s Equity—Total, Increase
in Investments and Long Term Debt Reduction. The ﬁnal area of analysis is in the
area of market return during the six months following the IPO. After an initial period
during which the cumulative average return is negative, the returns are sufﬁciently
high to indicate a positive return that lasts over the interval from two to six months
after the IPO.
Notes
1 This is typically the time of transition from when the stock was traded at a regional exchange
or Over-the-Counter, or, less frequently, was privately held.
2 This assessment is provided by Dean Sotter, of Chicago’s Heitman Real Estate Fund, as quoted
in Fondiller (1995).
3 The two primary cash ﬂow measures of operating performance used by Jain and Kini (1994)are
not used in this study, due to the unavailability of data from the IPO REITs. Their deﬁnition
of operating return on assets, is Operating Income Before Depreciation (13) divided by Total
Assets (6). Also used was Operating Income Before Depreciation (13) minus Capital
Expenditures (128), divided by Total Assets (6).
4 Numbers in parenthesis represent COMPUSTAT item numbers.
5 Jain and Kini (1994) present the justiﬁcation for using the median change as the measure of
the effect on median Operating Cash Flows. Essentially, apparent skewness of these values
would lead to inappropriate conclusions if based on mean-variance analyses.
6 In addition, the ﬁrms, which are included in the changes in ﬁnancial performance measures
analysis, are examined for average performance and cumulative average stock returns following
the IPO. There are 21 ﬁrms in this sample. The results are essentially the same as those of the
larger group identiﬁed above and are therefore not reported. These results are available upon
request.
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